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U . S. CONVICTS ATTORNEY AND FORVER CFO I N
MASSI VE SCHEME TO DEFRAUD ELECTRONI C DATA SYSTEMS

DAVID N. KELLEY, the United States Attorney for the
Southern District of New York and MARK J. MERSHON, the Assi stant
Director In Charge of the New York Field Ofice of the FBI,
announced the conviction in Manhattan federal court |ate Thursday
of two defendants — JOHN FASCI ANA and JOSEPH AMATO — for their
participation in a sophisticated scheme to defraud El ectronic
Data Systens Corporation ("EDS') out of mllions of dollars. The
def endants were convicted by a jury after an 11-week trial before
United States District Judge LAURA TAYLOW SWAI N.

The evidence at trial established that defendant
FASCI ANA, an attorney and Certified Public Accountant, and AVATO
the former Chief Financial Oficer of EDS' s G obal Securities
| ndustry Goup ("GSIG'), participated in an el aborate schene to
defraud EDS out of mllions of dollars. (An earlier trial ended
in a mstrial in Decenber 2002.)

As part of the scheme, FASCI ANA and AVATO hel ped the
head of GSI G co-defendant M CHAEL REDDY (now deceased), and

others to steal hundreds of thousands of dollars from EDS by



di verting checks sent to EDS for paynent for services perforned
by EDS, and then | aundering those checks through FASCH ANA' s
attorney's trust account, the evidence at trial reveal ed.

The evidence at trial also revealed that FASCI ANA and
AMATO hel ped REDDY falsify and alter GSIG s books and records in
order to make it appear that GSIG had net various revenue and
profit targets. By engaging in these falsifications and
alterations, REDDY and others reaped mllions of dollars in
bonuses under EDS's incentive conpensation agreenent plan, the
evi dence showed. The evidence established that FASCI ANA made
nore than $350, 000 fromthe check-stealing and bonus conpensati on
schene t hrough secret side deals he had entered into wi th REDDY
and others. The evidence established that AVATO nmade nore than
$70, 000 fromthe schene.

The evidence at trial established that, prior to May
1995, REDDY, then a nenber of Wall Street's G30 WbrKking
Comm ttee, and the author of a book on securities industry
oper ati ons, headed a conpany known as FACS Corporation
International ("FCl"). FCl was headquartered in the Wall Street
area of Manhattan, and provided various services to investnent
banks and brokerage firms. REDDY was the chairman and chi ef
executive officer of FCl, and owned approxi mately 70% of FCl
AVATO was the chief financial officer of FCl. FASCI ANA, who

practiced |law through the law firm of Fasciana & Associ at es,



P.C., served as REDDY's personal |awer and as outside counsel to
FCl and FCl's sharehol ders.

In or about May 1995, EDS acquired 100% ownershi p of
FCl. After the acquisition, FClI becane a part of EDS s d obal
Securities Industry Group, later renanmed the d obal Financia
Mar kets Group ("GFMS'), the evidence showed. After EDS purchased
FCl, REDDY becane the Chairman and CEO of the GSIG GFMG. It was
established at trial that FASCI ANA provi ded various services to
REDDY, to GSIG and then later to GFMG

The fraud established at trial centered on the
activities of GSIG GFM5 Asset Research and Recovery division
Anmong ot her things, the Asset Research and Recovery division
specialized in assisting clients in recovering funds escheated to
st ates as abandoned property, according to the trial evidence.
The Asset Research and Recovery division typically received 30%
of any funds recovered for its clients.

One aspect of the fraud established at trial involved
GSIG GFMG s efforts to collect certain receivables that renained
on FCl's books as of the date that EDS acquired FCI. Under the
agreenent between EDS and the FCI shareholders, $1 mllion of the
purchase price was set aside in an escrow account controlled by
FASCI ANA, to be paid out to the former FCl sharehol ders when
GSI G G-FMG successfully collected of pre-acquisition receivabl es.

For each dollar of pre-acquisition receivables collected on EDS' s



behal f after May of 1996, FCl's former sharehol ders woul d be
entitled to recover one dollar fromthe escrow account. The
evidence at trial established, anbng other things, that by
Novenber 1996, nore than $500,000 in pre-acquisition receivabl es
remai ned uncol |l ected, and a correspondi ng amount renmained in
escrow awai ti ng paynent to FCl's sharehol ders upon coll ection of
the pre-acquisition receivables. As denonstrated at trial, from
in or about Novenber 1996, up to and including in or about
Decenber 1998, REDDY, FASCI ANA, AMATO and others msled EDS into
believing that they had coll ected over $500, 000 of these pre-
acqui sition receivables which had not, in fact, been legitimtely
col l ected. The evidence showed that REDDY, AMATO FASCI ANA and
ot hers acconplished this by, anbng ot her things, creating fake

i nvoi ces and accounting records which made it appear that checks
received from post-acquisition clients of EDS for post-

acqui sition work represented the collection of pre-acquisition
recei vabl es. REDDY and FASCI ANA facilitated this schene by

| aunderi ng through FASCI ANA' s bank accounts approxi mately

$400, 000 in funds EDS recei ved from post-acquisition work
performed for clients of EDS, and then representing to EDS that
the funds were in fact attributable to the collection of pre-
acquisition receivables. As a result, EDS paid to the FCl

shar ehol ders over $500, 000 that was not in fact due to the FCl

shar ehol ders under the EDS/ FCl purchase agreenent.



Anot her aspect of the fraud proven at trial involved
bonuses that EDS agreed to pay the fornmer FCl sharehol ders and
key enployees if certain perfornmance targets were nmet. The
evi dence showed, for exanple, that REDDY, FASCI ANA, AMATO and
ot hers doctored the books of GSIG GFMG in order to neet their
1995 performance targets and thereby fraudul ently obtained a $2
mllion bonus for the forner FCl sharehol ders.

The evidence at trial also showed that REDDY, FASCI ANA,
AMATO and ot hers engaged in a schenme to doctor GSI G G-MG s books
in 1997, to nmake it appear that they had nmet performance targets
for 1997 and therefore were entitled a $5 million bonus due under
EDS s incentive conpensation plan ("ICP"). 1In order to create
t he appearance that the perfornmance targets had been net, and to
receive the $5 mllion paynment, REDDY and ot hers decided to
record as income in 1997 nore than $7 million representing EDS s
putative share of nore than $20 million in potential clains that
the Asset Research and Recovery division was researching on
behal f of two clients, G gna Investnments, Inc. ("G gna") and
Prudential Investnments ("Prudential™). The clains were for
principal, dividend and interest paynents potentially due to
Cigna and Prudential on securities held by custodial banks on

behal f of G gna and Prudential. The evidence at trial showed



that the clainms were bogus. Nevertheless, recording the bogus
clainms increased the apparent incone and profit margin for the
GSI G G-FMG to an amount that nmet the performance targets set in
the 1CP, and al |l owed the key enpl oyees, including REDDY, to
qualify for their $5 mllion | CP paynments for 1997. REDDY
received approximately $3.6 million of this $5 mllion paynent
under the I CP. FASCI ANA received approxi mately $195, 000 as part
of a side deal he had wth REDDY in connection with this aspect
of the fraud.

The evi dence showed that, in order to conceal the
i mproper recording of income associated with potential clains in
1997, REDDY and FASCI ANA instructed the head of the Asset
Research and Recovery division to "substitute” new cl ai ns
identified in 1998 for any of the inadequately researched C gna
and Prudential clainms booked in 1997 that subsequently proved to
be invalid. That is, REDDY and FASCI ANA instructed the Asset
Research and Recovery group to alter EDS s books so that valid
clains identified in 1998 woul d appear to have been nade in 1997,
and invalid 1997 clains in correspondi ng dollar anpunts woul d be
erased from EDS' s books. This resulted in understating the
GSIG GFMG s true incone in 1998, and conceal ed the over st at enent

of the GSIG G-M5G s true income in 1997.



To generate sufficient funds in 1998 to elimnate the
previ ously booked bogus clains and still to approach 1998
performance targets, the enpl oyees of the Asset Research and
Recovery division created fraudulent clainms to the states of
Massachusetts and New York on behalf of EDS clients for the
return of abandoned property that did not, in fact, belong to EDS
clients, the evidence showed.

FASCI ANA and AMATO were found guilty of 1 count of
conspiracy to conmt mail fraud and wire fraud. FASCI ANA was
al so found guilty of 8 counts of mail fraud, and 3 counts of wre
fraud. AMATO al so was found guilty of 2 counts of mail fraud.

FASCI ANA, age 60, lives in Bedford Hlls, New York

AMATO, age 64, lives in Wcoff, New Jersey.

FASCI ANA faces a maxi nrum sentence of 60 years
i mprisonnment; AMATO faces a maxi mum sentence of 15 years
i nprisonnment. They both faces fines and restitution to be
determ ned by the court.

REDDY previously lived in Saddl e Brook, New Jersey. He
died before trial.

Assi stant United States Attorneys MARCUS A. ASNER and
JOSEPH V. De MARCO are in charge of the prosecution
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